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Internal Revenue Service 
memorandum 

., 

‘: ., 

date: OCT I 9 19% 
Tax Division CC:IND 

Returns Processing and Accounting Division R:R:T 

subject: Interest-Free Adjustments for Combined Annual Wage Reporting 
(CAWR) Discrepancy Cases 

We requested technical advice (copy attached) concerning 
the circumstances under which it is appropriate to treat 
adjustments of tax that result from CAWR reconciliation as 
interest-free adjustments under section 6205 of the Internal 
Revenue Code. We do not believe your response (copy attached) 
answered,our specific question. 

You have previously informed us that corrections to the 
CAWR assessments cannot be made as an i 

is thecoriginal CAWR assessment 
terest-free adjustment. 

However, subject to interest? 
This is the question we need answered. 2 here continues to be 
disagreement among Service employees in the field on this 
issue. 

We would appreciate a response by November 30, 1990. If 
there are any questions concerning this matter, a member of 
your staff should contact Theresa Peppell or Larry Douglas at 
566-4861. 

Attachments 
as stated 

08687 



Response Requeatcf 

OCT 2.3 ?987 

Returns Frocess1r.g and Accounti 

Se wwst tectlnffal advice connmlng the circu&.an5es under which it 
S~s. 3pYp a: -(de t9 treat ad$stzents of tax ttrst rr?ult fm Cmbino~ Amrul 
;7age ';ejxdinC :CKG) recmciliat:m a3 interest-free aCjustaent8 under 
5XtiS LX5 Of the Ioterllal Revenue Cc&. 

IJr-er c.k% remw2iliation, ttn service t2u.ap3res %ismunte of vages, scclitl 
socvrlty tax, :nocmc tax uitkJ10lding, etc., craployers report to the Social 
.%~ur*,lty &!.dni&;-atim ut%iliy ~!a Fern V-2 vlth the aiwwts the e%plogem 
res-,rt to t!le SsrvIcr usually. via FOIUI 941. If discrepancies are revealed 
betiieec .%mxnto .reported tcr the two agencies, the Service attBpte to 
reconcile tie discrepancies. Often, vhen the discrepanclea OuuIDt, k 
r~501ve.3, the Service assesses the c*s3loyl- ad2it:cnal tax. 

VP rnec! tc knov vhen these as3eaoPent.a c.%n ~hc treated as intefwt-fiwe 
ad justx:‘it3. 10 q3allfy fcr interest-free adjusbient, wst the employer 
SllMt 3 ForY jhlc, statesent to Correct Infomation ~ariC'.dF R@m-t6d on 
the ~~loyar's k!cral Tax Return, vith a.? uuwtairaC date? Wwld the 
eq210yerts tlgmtwc on any doesent agreeing to the prcgcatd defiClcnCy wet 
t!re rrc$xe+mts CT IRi( 45:1.1(4), Poploynent Tax i’ror?+dures Kanal? ihetc 
is ~dlsa,-r-ewe& amq %r~fci aplployeea in the field UY this isSub. 

UC vocu13 apprwi.ate a mspcfue by !3ovhr V. 1937. If there me my 
questform conmmlng this autter, your staff can awttact Ren -10 OF 
Carolyn 3alla of Ey st%ff 2: ‘Aa-wa-‘. 



. . internaf Revenue Service 
memorandum 
CC:IND:Brl 

I Returns Processing and Accounting Division TR:'R 

frOm:Director , Individual Tax Division CC:IND 

subject:lnt erest Free Adjustments for CAWR Discrepancy Cases 

This is in reply to your memorandum dated October 23, 1987, 
concerning the circumstances under which it is appropriate to treat 
adjustments of tax that result from the Combined Annual Wages 
Reporting (CAWR) reconciliation as interest free adjustments under 
section 6205 of the Internal Revenue Code. 

Under the CAWR reconciliation, the Service compares amounts of 
wages, social security tax, income tax withholding, etc., employers 
report to the Social Security Administration usually via Form W-2 
with the amounts the employers report to the Service usually via 
Form 941. If discrepancies are revealed between amounts reported 
to the two agencies, the Service attempts to reconcile the discrep- 
ancies by correspondence with the employer pursuant to IRM 30[153)4 
of the CAWR Reconciliation Manual. If the discrepancies cannot be 
resolved, the Service assesses the employer additional tax. 

You request advice as to when these assessments can be treated 
as interest free adjustments. You ask if the employer must submit 
a Form 941c, Statement to Correct Information Previously Reported 
on the Employer's Federal Tax Return, with an ascertained date, or 
would the employer's signature on any document agreeing to the 
proposed deficiency meet the 'requirements of IRM 4641.1(4), Employ- 
ment Tax Procedures Manual? You point out that there is disagree- 
ment among Service employees in the field on this issue. 

Section 6205(a) of the Code provides that if less than the 
correct amount of employee FICA tax (section 31011, employer FICA 
tax (section 31111, or withholding tax (section 3402) is paid with 
respect to any payment of wages or compensation, proper adjust- 
ments of both the tax and amount deducted shall be made, without 
interest, as prescribed by regulations. 

Section 31.6205-1(a) of the Employment Tax Regulations 
provides that an employer who makes, or has made, an undercollec- 
tion or underpayment of FICA tax, RRTA tax, and income tax 
required to be withheld shall correct such error as provided in 
this section and such correction shall constitute an adjustment 
without interest to the extent provided in paragraphs (b) or (cl of 
section 31.6205-l. 
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Interest-Free Adjustments 
for CAWR Discrepancy Cases 

Section 31.6205-1(a) (4) of the regulations provides.that for 
purposes of section 6205, an error is ascertained when the employer 
ha& sufficient knowledge of the error to be able to correct it. 

Section 31.6205-1(b) (2) (i) of the regulations provides that an 
interest free adjustment of FICA and/or RRTA taxes may be made by 
an employer by reporting the amount due as an adjustment on the 
timely filed return for the period in which the error is ascer- 
tained or by filing a supplemental return for the period in which 
piiyment of the wages or compensation was made. To constitute an 
interest free adjustment, the supplemental return must be filed on 
or before the last day on which the return is required to be filed- 
for the period in which the error is ascertained. 

Section 31.6205-1(c) (2) (i) of the regulations provides that an 
interest free adjustment of income tax required to be withheld by 
an employer can be made by reporting the additional amount due as 
an adjustment on a return for any quarter in the calendar year in 
which the wages were paid, or by reporting the amount due on a 
supplemental return for the return period in which the wages were 
paid, but only if such return or supplemental return reporting the 
underpayment is filed on or before the last day on which the return 
is required to be filed for the return period in which the error 
was ascertained. 

Section 31.6205-1(a)(3) (ii) of the regulations provides, in 
part, that any amount reported as an adjustment should be paid to 
the district director, without interest at the time fixed for 
reporting the adjustment. 

Rev. Rul. 75-464, 1975-2 C.B. 474, sets forth five SitUatiOnS 

illustrating when an error is ascertained for returns under audit 
by the Service. An error is ascertained when Form 2504 is signed 
either at the examination level or the appeals level, when the 
taxpayer pays the full amount due so as to file a~refund claim (if 
paid prior to a notice and demand), or at the conclusion of in- 
Service appeal rights if no agreement is reached. It also states 
,that Form 2504 is considered to stand in lieu of a supplemental 
return. 

IRM 464~1.114) of the Employment Tax Procedures Manual Pro: 
vides that ,the signing of Form 2504 at the close of an examination 
or the appeals conference is considered fulfilling the supple- 
,mental return requirements for the interest free adjustment 
purposes of section 6205 of the Code. 

,- ---~-...-,-~--,.,~- --,.. 



- 3 - 

Interest-Free Adjustments 
for CAi:F! Discrepancy Cases 

Based on the above cited Code, re&lations, Revenue Ruling, 
and manual provisions, it is our opinion that once the Service 
assesse:i the employer additional tax as a result of the unresolved 
discrepancies under the CAWR reconciliation program, no correction 
of such tax can be made as an interest free adjustment by the 
filing of a Form 941(c) with an ascertained date or the signing of 
a Form 2504 agreeing to the proposed deficiency under the 
provisions of IRM 4641.1(4). 

"&AR10 E. LOMBARD0 


